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OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301 5 SEP 1867

MEMORANDUM FOR THE SECRETARY OF DEFENSE
SUBJECT: Summary of First Quadrennial Pay Study

As you know, Title 37, U,S. Code, Section 1008b, required the
\ President to begin a quadrennial structural review of military com-
pensation not later than January 1, 1967, and to submit a detailed
report of the results to the Congress. In accordance with your
direction, the Military Compensation Policy Board was convened in
December 1966 to conduct the first Quadrennial Review of Military
Compensation. We have held twenty meetings to date, and directed
our staff to analyze and study all aspects of military compensation.
This was done over and beyond the previous work of the staff, which
has been conducting research and analysis since March 1966. Through-
out our deliberations, we have benefited by the advice and support of
the Bureau of the Budget and the Civil Service Commission. We re-
} viewed and discussed each topic in considerable depth. The product
of our efforts is summarized in the attached report we are submitting

to you. This report, we feel, satisfies your guidance to the effect
that:

- it provides fairness and equity to the military individual,
the Government, and the taxpayer; and

- it should assist in attracting, retaining and moclvating
into the career force the kinds and numbers of personnel
the uniformed services need.

We believe that this report, if approved, will have a significantly
benzfirial effect on the entire military manpower position of the
’ Department of Defense. Although individually we may have reservations
’ ’ about some details, as members of the Military Compensation Policy
Board we strongly endorse the report and recommend vour favorable
consideration.

) It is essential to recognize that what is recommended here is the

most fundamental change ever proposed in the military compensation
gsystem, To be successful in our presentations to the Congress, to the
military themselves, and to the public generally, we believe it vital
to carefully prepare communications which explain the proposals to all
) groups. Such information, planned even at this early date, will be of
fundamental importance to the attainment of the prospective benefits.
Within the military, changes will be required in the methods of ex-
plaining the advantages of making a career decision and thus all levels
throughout the force must have an in-depth understanding of these
proposals.

Attachment a/s

| = -
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SUMMARY OF FIRST QUADRENNIAL PAY STUDY

BACKGROUND
A quadrennial review of the military pay s:ructure is required by law,

The current study was begun in March 1966 by an Interservice Task
Force headed by Rear Admiral L. E. Hubbell, sunplemented by outside
consultants. Every finding of the study has been reviewed and voted
upon by a Military Compensation Policy Board composed of Assistant
Secretaries of Defense (Manpower and Comptroller), principal service
officials (Under Secretaries, Deputy Under Secretaries, Deputy Chiefs
of Staff (Persomnel)), and the Special Assistant to the Director,
Bureau of the Budget. Bureau of the Budget and the Civil Service
Commission have provided technical help.

fact finding has inciuded:

- Survey of civilian occupations held by 280,000 Ready Reservists with
more than two years of active service.

- Coliection of Bureau of Census data on earnings in 88 civilian
occupations.

- Survey of occupations and earnings of 100,000 retirees.

- 5% sample of active duty pay records to establish typical earnings
based on length of service and dependency status.

- Comparison (performed by Budget Bureau ind Civil Service Commission
experts) of enlisted and officer grades with blue collar and Class
Act grades based on duties and responsibilities.

This is without a doubt the most comprehensive and factual study of
military pay ever undertaken.

FINDINGS WITH RESPECT TO NONCAREER ENLISTED FORCE (E-1, E-2, E-3, and
E-4 with between 2 and &4 years of service whose total active service

commitment is less than 6 years)

The noncareer enlisted force (522 of all personnel) is appropriately
compensated both in method and amounts. 802 serve but one term;

84% are single; the average age 1s 20. We recommend the following
pay and promotion policies in this part of the force:

- RECOMMENDATION NO. 1:

a. That the average residual income{l] of all military noncaree:x

(1]

Residual Income is the cash left after providing for tood, housing,

cloghing, medical care and taxes. For the ninimum wage earner this
is §$984,




§-2 '

members exceed that of the civilian minimum wage earner and
that the average residual income for the normal noncareer
member exceed that of the single male high school graduate

of the same age employed full time in the civilian economy
over the same period. This will insure that military service
imposes no net economic penalty.

b. That the maximum promction time for fully qualified personnel
shall be four months' active service to E-2 and 12 months'
B active service to E-3 so as to insure an earnings stream that
will meet the second standard above.

c. That Dependents Assistance Allowances be continued as a
supplemental paywent to the 162 who have dependents.

® We have determired that after the pay increase recommended for October
1, 1967, the residual income standard will be met as shown below:

Residual Income
Civilian High

\ Years of Service Age Military School Graduate
1 19 $1,202 $1,198
2 20 1,522 1,296
3 21 1,985 1,393
4 22 2,403 1,471
Cumulative $7,112 $5,358

- RECOMMENDATION NO, 2: For the future, it is recommended that
noncarser compensation be adjusted annually. The annual adjust-
ment should be the average increase in career force salaries
awarded to keep career force salaries abreast of changes in
private sector salaries as derived from the annual BLS salary
survey.[l] The Dependents Assistance Act allowances should be :
; maintained as a separate payment and kept in alignment with
P ’ movements in the rent component of the Consumer Price Index. [2]

- The one exception to the above 1s recommended for men reaching
grade E-4 between two and four years, whose total active service

) commitment is six years or more. These will be called "career-
committed" men. They may become career-committed at the two-year

' point or later. At the time of their commitment, they should be
advanced to a new pay table conformed to the new "parity salary”
which will be discussed later. The rezular enlistment bonus will

{ be discontinued, with the money now being spent on it ($179 million

[1] National Survey of Professional, Administration, Technical, and
Clerical Pay, U.S. Dept. of Labor, Bureau of Labor Statistics. (Annually)

{2] DAA rates proposed for October 1, 1967, are adequate to match the
averege rental expenses of civilian families in the same income class.
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in FY 1968) going to finance the payment of career salaries
to these career~committed people with less than four years
of pay service.

FINDINGS AFFETTING THE CAREER FORCE ("Career-committed" E-4's, all E-4's
over 4 and sbove, and all officers)

® A basic overhaul in compensation for this group i1s needed.

o The key problem, discussed by every study of the subject during the
past ten years, is the mid-range experience deficit:

~ Overages exist in the O to 3 year group; significant deficits exist
in the 4 to 14 year group. These imbalances were as follows on
June 30, 1965:

Completed Officer Enlisted
Years of Service Overage/Deficit Overage/Deficit
0-3 +50% +147%

4-14 -25% -28%

15 & above - +50%

® While this mid-range experience deficit is most apparent in fields
such as doctors, lawyers, pilots--it is a problem in most officer
grades and in technical enlisted skills. It reduces effectiveness
as junior people are used to fill in middle level jobs and it in-
creases costs because of excessive turnover.

® Compensation is a major cause of the problem. Military personnel
lack confidence in the present pay system becaus=z:

It is8 complex and confusing.
- It does not reward men equitably.

- it cannot be compared and aujusted objectively in relation to trends
in civilian earmings.

FIRST PROBLEM: CAREER COMPENSATION IS COMPIEX AND CONFUSING

o There are 26 separate elements making up military pay as shown in
Exhibit 1. It is doubtful that as many as 1% of the officer and
enlisted men know how to compute the value of these compensation
elements. Those who can have no way of comparing their earnings
with those of the civil servant alongside of whom they work, or
with a counterpart in civilian life.
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ITEMS THAT HAVE BEEN TREATED AS COMPENSATION

Exhibit 1

($ Million, FY 1968, including proposed 1 Oct 67 increases)

Special &

Salary. . .$16,707.0 { Premium Pays. ., . . . §1,370.4
Basic Pay . . . 11,431.9 Hostile Fire. . . . N/A
Quarters. . . . . . . . 2,663.7 Incentive Pay:

Subsistence , . . . . . 1,750.4 Hazardous Duty. 397.7
Tax Advantage . 861.0 Diving. . . . . . 3 3.7
Sea & Certain Places. 149.4
(Imputed retirement contribu- Reenlistment Bonus: 272.7
tion of $533.2 is sometimes Normal . ., . 178.5
used in making certain Variable . . 94.2
comparisons.) Proficiency Pay: 147.9
Specialty. . 129.2
Sup. Perf. . 18.7
Special Pay to Medical
Personnel . c 42.5
Separation Pays . . . 356.5

Supplemental Noncompensation

Benefits. .+ .85 3,722.3 | Personnel Costs . . . . 874.1
Current Year Retire- Clothing Issues &

ment Accrual, . 2,502.2 Allowances, . . . ., 445.9
Dependents Indemnity Personal Money
Compensaticn. . . . . 130.5 Allowance . 0.2
Death Gratuity. . . . . 3.1 Family Separation
Social Security , . 469.3 Allowance ., , . 128.2
Medical Care. . . . . . 441.0 Dislocation Allowance 66.7
Commissary & Exchange . 110.2 Overseas Station '
Morigage Insurance. . . 5.4 Allowance . , 142.9
UInemployment Burial Costs. 10.0
Compensation. . . . . 29.6 SGLI (extra hazard
premium), 80.2
TOTAL MILITARY COMPENSATION: $21,799.7
Exhibit 1
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o A Louis Harris survey for the Navy asked officer and enlisted personnel
who had completed au initial tour and who were potential careerists
to estimate their military earnings. They consistently underestimated
military earnings throughout a career by 10%Z to 247,

o We asked banks and finance companies how they valued military com-
pensation for lending purposes. We found that they underestimated
actual salaries as follows: 50Z for an E-3; 347 for an 0-1; 13Z for
an E-7; and 4% for an 0-6.

; - RECOMMENDATION NO. 3: The military counterpart of civilian salary
should be identified and displayed as the "military salary." This
salary should include (1) basic pay, (2) quarters and subsistence
allowances, (3) tax advantage (resulting from nontaxable allowances),
and (4) the imputed retirement contribution.

¢
e The second reason why military pay is undervalued is the numerous ways
in which it is received. Unlike the civilian, most of whose compensa-
tion is in taxable cash, less than 60% of the military compensation

L is in taxable cash:
b
Military Compensation
Method of Payment Per Cent of Total
® Taxable cashe.esesccescssocesesocossossansonee 58.8%
b e Nontaxable cash allowanceS....eseeveessosssese 11.5
e Allowances in kind, nontaxable..cceeeeeccccsse 8.7
# N e Savings (medical, tax advantage, €tCe).ee.eos 9.5
' e Deferred compensation (Retirement
’.f’ accruals, not now vested)..eeeeeeeeeeeconaes 11.5
L TOTAL 100,07

® This leads to the fourth recommendation:

~ RECOMMENDATION NO. 4: A career force member should be fully paid
] in taxable cash just as a civilian is. He would then pay his
full taxes. pay either in cash or by a payroll deducticn, for any
subsistence and housing furnished by the Government, except for

r housing furnished when he is in the field or on shipboard. Like
the civil servant, he would contribute 6 1/2% of his salary te
his retirement account and would have a vested equity in this
contribution. (Exhibit 2 summarizes the values that would accrue
to the member and the Government costs of the vesting provision.)
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Exhibit 2

EXAMPLES OF INDIVIDUAL RETIREMENT CONTRIBUTIONS

AND ACCUMULATED RETIREMENT FUND[1]

OFFICER

ENLISTED

Year End Year End
Year of Annual Accumulated Annual Accumulated
Active Retirement Retirement Retirement Retirement
Service Contribution Balance Contribution Balance
1 $ 524 $ 524 $ 0 ] 0]
2 555 1,079 0 0
3 579 1,658 238 238
4 649 2,307 331 569
5 695 3,002 368 937
6 719 3,721 380 1,317
7 747 4,468 396 1,713
8 750 5,218 404 2,117
9 766 5,984 421 2,538
10 794 6,778 425 2,963
11 828 7,606 438 3,401
12 824 8,430 441 3,842
13 845 9,275 451 4,293
14 854 10,129 457 4,750
15 880 11,009 466 5,216
16 899 11,908 478 5,694
17 965 12,873 485 6,179
18 560 13,833 496 6,675
19 1,014 14,847 515 7,190
20 1,064 15,911 524 7,714

[1] Con~ribution equals 6.5% of 1967 Parity Salary

Annual Payout Costs:

Level Annual Premium:

lst year:
5th year:
36th year:

$§ 25.7 million
$159.9 million
$207.1 million

$179.8 million

Exhibit 2




S-7

SECOND PROBLEM: MILITARY SALARIES DO NOT NOW REWARD CAREER MEN EQUITABLY

e Only 60¢ out of the military salary dollar is related to services
performed. The remainder is determined by dependency status, whether
the member is provided his allowances in kind or draws them in cash,
and vhether he stays to collect retirement.

- For example, an E-5 (sergeant) with eight years of service receives
a salary in the following range:

. Bachelor living on base...cceeeevnnnsvsessss 94,630
Bachelor living off bas€..c.ececesevsnnnsese 5,395
Married man living off base....coccevenesese 5,842
Married man in Government quarterS.......... 06,247

e Allowances bear little relationship to actual costs, and have been
adjusted only sporadically for many years.

- Only three adjustwents have been made in quarters allowances since
1946 versus 10 basic pay adjustments.,

| ' ~ Subsistence allowances for officers ($47.88 month) were last
adjusted in 1952,

- The family living off base spends substantially more than the
BAQ for housing. The one-third of our career families who can
be housed on base forfeit only the BAQ and are generally subsi-
dized compared to those who live off base.

e The imputed retirement contribution is considered to be a part of
total salary for all members for the purpose of setting basic pay.
However, only a minority of the force (462 of career enlisted men
and 187 of officers will retire) ever realize any benefit in return
for this deduction. Hence, it discourages mid-length careers and
does not become a positive incentive factor for retention until
about the eighth year. Then it tends to lock people in the system
until they retire--most at the 20-year point.

- RECOMMENDATION NO. 5: The same salary should be paid to all career
} personnel of the same grade and years of service without regard
D to dependency status or quarters occupancy status. The retirement
contribution should be vested to the member and withdrawable upon
termination of active duty short of retirement.[1]

[1] Unless the member transfers to a reserve component and therevny
retains his potential eligibility for military retirement, in
which case the vested contribution would he withdrawable only
when potential retirement eligibility was teiminated.




THIRD PROBLEM: CAN AN OBJECTIVE SYSTEM BE DEVISED TO KEEP MILITARY

SALARIES IN ALIGNMENT WITH CHANGES IN CIVILIAN EARNINGS?

Part of the answer has been furnished by the President's commitments
in his April 5, 1967 pay message. He said that military personnel
should be compensated on a scale comparable to civil servants and
that, in the future, military salaries should increase as civll
service salaries are increased.

- The latter policy has been the basis for across-the-board
adjustments in 1966 and 1967.

- The President has proposed two additional civil service pay raises
in 1968 and 1969 (estimated at about 4.4% and 7.47% respectively)
to bring civil service zalaries into full comparability with
private enterprise, based on annual BLS surveys.

The next question is whether military salaries (as defined above)
are now at "parity"” with civil service salaries to conform to the
President’s firs’ policy.

- A related question 1s whether across-the-board pay increases in
all grade and ranks are proper--or whether differential pay
increases by grade (such as now provided in the civil service)
are more appropriate to conform to trends in the private sector.

To answer these questions, two independent studies were made of
military versus civilian salary levels. Both revealed a significant
gap today between military and civilian salaries.

FIRST TEST OF SALARY PARITY: CIVILIAN EARNINGS OF FORMER SERVICEMEN

The occupations of 280,000 reservists were obtained and analyzed by
education, years of work experience and military occupational back-
ground. Earnings of civilians by these same characteristics were
collected from the Bureau of Censcus,

This permitted for each of the 409 military occupations (enlisted
and officer) a determination of the average earnings of their
civilian counterparts with similar education and years of work
experience.

This, in turn, made it possible to derive the average salary for
each enlisted and officer grade (E-4 through 0-8) required to
match the average earnings of civilian counterparts. This is the
salary required for full comparability by this test. To compare
it to civil service salaries it was reduced at each grade by the
percentage lag which exists at that grade today between the civil
service and private enterprise (7.2% overall). This produced a
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"parity salary' for each grade required to match civil service.

o The resulting analysis shows that on October 1, 1967--after the
presently proposed pay adjustment of $822 million--militury salaries
will lag the "parity salaries” comruted under this test by $925
million--a net lag of 6,92 in military career force salaries behind
civil service. Exhibit 3 shows the detailed computations.

TEST NUMBER 2: APPLICATION OF FEDERAL SALARY COMPARARILITY PROCESS
TO MILITARY GRADES

e Independent of the above analysis, a team of Budget Bureau and
| Civil Service experts applied to the military grades the same tech-
niques they used to link the Foreign Service and Postal Field Service
pay structures to the Classification Act structure. The key to this
technique is a standardized and systematic job evaluation of a large
number of positions in the two systems to find grades that correspond
on the basis of work requirements, such as FS50-8 and GS-7, PFS-4
and GS-53, etc.

* The group analyzed job descriptions of 60% of the 0-8 grade, 90% of

| the 0-1 grade, and specialties accounting for 832 of the E-3 grade.
They found that the valid linkage points could be established as
follmws:

- 0-8 with GS-18; 0-1 with GS-7; E-3 with GS-3 for white collar
jobs and Wage Board 5 for blue collar jobs.

< They further established that the typical E-8 and the typical
0-2 should be paid the same salaries, then developed rates for
other grades based on internal work relationships among military
grades. Supplemental analyses of pay grades E-7 and 0-5 confirmed
" the validity of these results.

o Based on the payline derived from this test, the lag between military
* / parity and civil service salaries was priced at $824 million after

' October 1, 1967, military and civilian raises--a net lag of 6.22 in
military career force salaries behind parity with civil service.
Exhibit 4 shows the detailed compu:ations.

) e The close correspondence of results from the two independent tests
gives the Board added confidence in their validity.

- RECOMMENDATION NO. 6: The Military Compensation Policy Board
recommends that the Federal Comparability Process linking pay

+ grades 0-8 to GS-18, 0-1 to GS-7, and E-3 to GS-3 and WB-5 be

adopted as the basis for setting military career salaries. This

will insure a common salary policy throughout the Federal
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Exhibit 3

MILITARY CAREER FORCE LAG BEHIND COHORT PARITY

Average Salary
Required for

Adjusted
Average

Pay Parity with 1 October 1967 Difference  Amount of Lag
Grade Cohort Military Salary[l] § % ($ Million)
. 0-10 $40,138 $35,614 $4,524 11.3% $ 0.2
0-9 34,602 31,070 3,532 10.2 0.4
0-8 29,324 27,151 2,173 7.4 1.1
0-7 28,559 23,562 4,997 17.5 3.3
0-6 24,287 19,724 4,563 18.8 78.3
0-5 19,759 16,670 3,089 15.6 127.
0-4 15,201 13,736 1,465 9.6 101.7
0-3 11,188 11,403 =215 -1.9 -23.8
0-2 8,353 8,852 -499 -6.0 -29.4
0-1 7,700 6,615 1,085 14.1 78.1
* Comm Off $12,435 $11,528 $ 907 7.3% $337.3
W-4 $15,473 $12,904 $§2,569 16.6% $ 10.8
W-3 11,836 10,887 949 8.0 3.3
W-2 10,151 9,310 841 8.3 6.2
W-1 8,459 8,217 242 2.9 2.4
Warr Off 610,595 $ 9,694 $ 901 8.5% $ 22.7
All 0ff S12,319 $11,412 $ 907 7.4% $360.0
* E-9 $12,050 $10,633 $1,417 11.8% $ 23,2
E-8 9,670 9,301 369 3.8 15.7
E-7 8,112 8,191 =79 -1.0 ~11.4
/ E-6 7,271 7,134 137 1.9 38.5
/ E-5 6,552 5,918 634 9.7 318.1
E-4 5,830 5,123 707  12.1 181.0
Career EM $ 6,927 S 6,472 $ 455 6,6% $565.1
Y TOTAL §925.1

[1] Proposed 1 October 1967 regular military compensa:ion rates

} adjusted to reflect imputed retirement credit of 6%% of salary,
where salary equals regular military compensation plus retire-
ment contribution (salary = regular military compensation/.935).

Exhibit 3




MILITARY CAREER FORCE LAG BEHIND CIVIL SERVICE

Average Salary
Required for
Pay Parity with

1 OCTOBER 1967 SALARIES

Adjusted
Average
1 October 1967
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Total FY 1968

Difference Amount of Lag

Grade Civil Service Military Salary[l] §

%

($ Million)

0-10 $33,791 $35,614 $-1,823 -5.4%  § -0.1
0-9 30,144 31.070 -926 -3.1 (1), 1L
0-8 27,055 27,151 -96 -0.4 -0.1
0-7 25,356 23,562 1,79 7.1 1.2
0-6 22,387 19,724 2,663 11.9 45.7
0-5 18,709 16,670 2,039  10.9 84.1
0-4 14,858 13,736 1,122 7.6 77.9
0-3 11,737 11,403 3% 2.8 37.0
0-2 9,327 8,852 475 5.1 28.0
0-1 7,548 6,615 933  12.4 67.2
Comm OFf _ $12,444 S11,528 S 916 7.4% _ $340.8
W-b $15,126 $12,904 $ 2,222 14.7% $ 9.3
W3 12,431 10,887 1,544 12.4 5.4
W-2 10,029 9,310 719 7.2 5.3
w-1 8,406 8,217 189 2.2 1.9
Warr Nff__ §10,563 S 9,69 S R"74 _ 8.3% S 21.9
ALl OFf 612,325 S11,412 S 913 4% $362,7
E-9 $11,330 $10,633 $ 697  6.2%7 §$ 11.4
E-8 9,432 9,301 131 1.4 5.6
E-7 8,219 8,191 28 0.3 4.1
E-6 7,242 7,134 108 1.5 30.4
E-5 6,356 5,918 438 6.9 220.3
E-4 5,865 5,123 762 12.7 189.8
Career EM § 6,843 S 6,472 S 371 5.4%  §461.6
TOTAL $824.3

[1] Adjusted to reflect imputed retirement credit of 6%% of military

salary.

Exhibit 4
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Government and is consistent with the President's policy statement.
The resulting salary comparisons are as follows:

Payline

Payline Salary Required Salary Required Cost of

Military for Parity When Civil Service Parity

Salary w/Civil Service is Fully Comparable 10/1/67

Grade 10/1/67 on 10/1/67 w/Private Enterprise (Million)

i 0-8 $25,386 $25,990 $34,940 $ -

0-7 22,029 25,434 29,370 1.2
0-6 17,808 21,878 24,175 45.7
0-5 15,385 18,107 19,575 84.1
0-4 12,768 14,519 15,645 77.9
0-3 10,634 11,650 12,380 37.0
0-2 8,645 9,254 9,710 28.0
0-1 5,760 7,409 7,555 67.2
Total Officers (including WO's) $362.7
4 E-9 9,541 11,057 11,700 11.4
E-8 8,439 9,254 9,780 5.6
E-7 7,538 8,108 8,265 4.1
E-( 6,773 7,142 7,185 30.4
E-5 5,614 6,355 6,355 220.3
E-4 3,877 5,700 5,700 139.8
Total Enlisted $461.6
Grand Total Career Force $824.3

o The President is committed to bringing civil service to full compar-

ability with private enterprise by 1969, Ideally, military salaries

M will be brought to parity with civil service in 1968 and to full

: comparability with private enterprise at the same time as civil
service. The parity lag of $824 million is the net salary cost to
Government, after collection of the Federal income taxes of $879
nillion. The gross budgetary cost to Defense would be approximately
$1.5 billion to permit payment of a total taxable salary, as shown
in Exhibit 5. It is estimated that the catch-up increases for civil
service in 1968 and 1969 will generate additional increases of $1.8
billion, so that the total DOD budget increase by 1969 to achieve
both parity with c¢ivil service and full comparability with private
enterprise is approximately $3.0 biilion, with a net after-tax cost
to the Government cf $2.0 billion.
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Exhibit 5
IMPLICATIONS OF CONVERTING

TO PARITY SALARY AT

1 OCTOBER 1967 RATES

(Based or: FY 19

68 Career Force)

13

{§ Million)
BASIC PAY AND ALLOWANCES SYSTEM PROPOSED SALARY SYSTEM
Salary Implications
Fully Visible Elements: Fully Visible Elements:
Basic Pay after Taxes $§ 7,640,3 Salary after Taxes
Cash Quarters 1,282.1 and Collections $10,050.4
Cash Subsistence 470.6 Quarters Rental 503.5
Taxes Withheld 678.4 Subsistence Charges 402,1
Taxes Withheld 1,557.6
Retirement Contribution 869.9

Subtotal $10,071.4 | Subtotel $13,383.5

Elements Not Fully Visible: Elements Not Fully Visible:
Quarters in Kind $ 656.3 None
Subsistence in Kind 391.6
Tax Advantage 623.6
Retirement 'Contribution” 816.3

Subtotal $ 2,487.8 || Subtotal $ ===

Grand Total 3124222;2 Grand Total $£2;22252

Net Salary Inciease = $824.3
DOD Budget Implications

"True Salary Equivalent" Salary Per Above $13,383.5
Per Above $12,559.2 |Less Items Not Budgeted:

Less Items Not Budgeted: Qtrs Collection[2] (111.8)
Qtrs Amortization[l] (264.6)) Retirement Contribution  (869.9)
Retirement "Contribution' (816.3)] Subsistence[3] ( 10.5)
Tax Advantage (623.6)| Plus Other Budget Costs:

Vesting, First Year([4] 25.7

Net Budget $10,854 .7 § Net Budget $12,417.0

Total Increase in DOP Budget = § 1,562.3

1] Included in "Quarters in kind'

' entry of regular compensation.

Total quarters in kind of $656.3 million equals O&M budget of

$391.7 plus unfunded quarters

amortization of $264.6.

2] Excess of total collections of $503.5 million over O&M budget
for career housing of $391.7 million.
[3] Excess of total collections of $402,1 million over raw food costs

of $391,6 million,

[4] Return of vested retirement contributions to separatees and survi-

vors,

Costs after 5 years rise to $159.9 million annually, level

off after 36 years at $207.1 million; level annual accrual cost is

$179.8 million.

Exhibit 5
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OTHEP. SALARY STRUCTURE REFQRMS

The remaining salary changes required are primarily of a technical
nature. The most important will be tc recast the pay table to
provide longevity steps with intervals of 3% for the officer grades,
and 2% for the enlisted grades. (Present intervals are the result
of ad hoc changes in past years and are inconsisteat and erratic.)
Some additional longevity steps will be provided in the senior
grades to reward those with longer service, and at the over one-
year point as an added incentive for second lieutenants (0-1),
privates (E-3), and corporals (E-4).

OTHER COMPENSAYION REVISIONS REQUIRED UPON CONVERSION TO A SALARY PLAN

With the adoption of full parity in salaries, all other elements of
compensat{on need to be examined from four points of view:

- First, should any present benefit be reduced or eliminated, on
the grounds that it has been needed because of the albsence of
the full salary system for the military?

-~ Second, are there any elements of compensation which should be
increased so as to assure full equality with civil service?

- Third, what other changes are required to compute other elements
of compensation under the salary concept?

- Fourth, if we move to full equality of salary, are there other
elements that should be added because of the nature of military
service?

These questions have been examined in respect to the categories of
compensation appearing in Exhibit 1.

RECOMMENDATIONS REGARDING SUPPLEMENTAL BENEFITS

These benefits are of two types. The first group comprise savings

to military families, justified by the disadvantages of service life
resulting from frequent moves and the uneven availability of commercial
services (commissary, post exchange and medical care). The second
group relates to the military estate benefits (retirement, dependents
indemnity compensation, Social Security and death gratuity).

~ RECOMMENDATION NO. 7: With respect to the first group, the
objective under a salary system should be to retain these
justified activities but in conjunction with the move to parity
salaries reduce or eliminate any Government subsidy. Our specific
recommendations are:
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Convert post exchange and commissary operations to self-
supporting operations by discontinuing direct Government
subsidies with certain exceptions, and classify these bene-
fits permanently as noncompensation elements. This means
that approximately $105 miliion of annual ~osts (now con-
tributed in the form of free personnel and O&M support)
would be recovered. The exceptions would be Government
support of extraoriinary costs incurred in overseas opera-
tions or in war zonec. Begin immediately a further study
of sources and uses of revenues to determine proper re-
allocations required by this policy.

Increase the daily charge for inpatient dependents' care

in military facilities from $1.75 to $5.C0 per day for a
maximum of 10 days with the rate reve.ting to $1.75 there-
after. This increase recognizes the increase in hospital
operating costs since 1948 when the $1.75 per day rate was
established and equalizes the cost sharing (approximately
102 member, 90% Government) of those treated in Government
and clvilian facilities. This will recover an estimated
$10 million annually. No increase in future medical bene-
fits would be made except (1) to match a corresponding
benefit in civil service, or (2) to overcome a serious dis-
advantage experienced by the military family, such as dental
care in a "remote' area.

Discontinue payment of FHA mortgage insurance premiums for
military homebuyers ($5.4 million annually). The benefit
is no longer necessary because the Veterans Readjustment
Act of 1966 makes VA home loan provisions applicable to
career members.

RECOMMENDATION REGARDING SPECIAL AND PREMIUM PAYS

In this area, there are a large number of items, some of which vary
with basic pay and allowances, and others of which are fixed amounts.

- RECOMMENDATION NO. 8:

The following should remain fixed at present dollar amounts:

e Proficiency pay (although the number of awards and the

multiples should be closely controlled and reduced wherever

the new parity salary will achieve the desired incentive
effect).

e Sea pay and Certain Places pay.
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e Hazardous duty incentive pays (except glider pay which
should be abolished as an outmoded benefit). The rationale
for paying flight pay and the appropriate rates under the
salary system need further study, with special emphasis on
flight pay for warrant officers.

e Special pays to veterinarians, dentists and physicians.
e Hostile fire pay.

) o (Note: Responsibility pay should be eliminated since it
t is not used.)

e Dislocation allowances.
e Family Separation allowances.

b. The following snecial pays should remain at present dollar
levels and be subject to automatic adjustment on the basis
of annual increases in career salaries needed to match
salary moves in the civilian economy as measured by the
annual BLS survey:

e Pay for Service Academy Cadets and Midsh?ipmen.
e Drill pay for Reserves and National Guardsmen,

c. The following pay formulae should be revised as indicated:

e Normal reenlistment bonus should be considered to be fully
incorporsted into the career salary as explained earlier.
No more normal reenlistment bonuses should be paid. This
resulte in an annual saving of $178.5 million.

o Variable reenlistment bonus should be computed at 50% of
! one month's salary, in lieu of the present one month's G
b basic puy, with the total cost of the program not to
* exceed the FY 1968 level of $94.2 million. As in case of
proficiency pay, VRB awards should be closely controlled
and reduced or 2liminated wherever the new parity salary
provides a sufficient retention incentive.

e Separation pays should be hased vn salary, using a3 formula
of one month's salary per year of service with a one-year
maximum to replace the existing two months' basic pay
with a two-year or $15,000 maximum. Those separated for
"show cause'" reasons would receive one-half month's salary
per year of service, with a half-year maximum. Separation
pays other than Disability Severance would be available
only to officer and enlisted personnel having four or more
years of service.
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For purposes of paying unused accrued leave to departing
personnel, leave credit should begin to accumulate at the
salary rate effective on the date of the transition to
salary. Payment for any unused leave in excess of that
accrued under the salary system shall be at rates that would
have applied in the absence of the transition to the salary.

RECOMMENDATION REGARDING MILITARY ESTATE BENEFITS

This is the most complex of the compensation categories, and it is
unlikely that major revisions can be developed in time for inclusion in
the current quadrennial pay study. The Policy Board makes two recormen-

dations:

-~ RECOMMENDATION NO. 9: The following principles should be applied

in the continuing study of this area:

d.

Before any basic change is made in present retirement and
estate benefits, each service should develop a program of
force management under which potential excessive retention
up to the 20-year point will be curtailed, and desirable
retention of individuals beyond the 20-year point will be
sought--both for enlisted and officer personnel. This means
that an optimum "force structure profile" and techniques

of achieving this profile under the new salary program must
be developed.

As an aid in implementing the above concept, determine the
annuity that should be provided to the early (20-year)

retiree to recompense him for the conditions of service for
which comparability of salaries does not provide. To avoid
penalizing those who, at our option, must start a second
career at this point in their lives and who suffer an economic
disadvantage in so doing, this annuity should not be less

than the amount needed on the average to offset the second
career income loss of early retirees.

Mevelop a graduated scale of annuitias for those remaining
beyond 20 years which will assure full equality with the
civil servant at the 29 to 30-year point and beyond.

In developing revised retirement plans under the above
principles, design a transition system which will maximize
incentives for the future force, but which will not penalize
any member in the career force at time of implementation.

Consider incorporating Social Security insurance benefits in
the retirement programs by deducting, for example, one-half
of the Social Security annuity (attxibutable to military
service) when actually paid to the individual, in the form
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